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general conduct of its business are al-
lowable subject to the following limita-
tions: 

(i) Types and extent of coverage shall 
follow sound business practice, and the 
rates and premiums shall be reason-
able. 

(ii) Costs allowed for business inter-
ruption or other similar insurance 
shall be limited to exclude coverage of 
profit. 

(iii) The cost of property insurance 
premiums for insurance coverage in ex-
cess of the acquisition cost of the in-
sured assets is allowable only when the 
contractor has a formal written policy 
assuring that in the event the insured 
property is involuntarily converted, 
the new asset shall be valued at the 
book value of the replaced asset plus or 
minus adjustments for differences be-
tween insurance proceeds and actual 
replacement cost. If the contractor 
does not have such a formal written 
policy, the cost of premiums for insur-
ance coverage in excess of the acquisi-
tion cost of the insured asset is unal-
lowable. 

(iv) Costs of insurance for the risk of 
loss of, or damage to, Government 
property are allowable only to the ex-
tent that the contractor is liable for 
such loss or damage and such insurance 
does not cover loss or damage which re-
sults from willful misconduct or lack 
of good faith on the part of any of the 
contractor’s directors or officers, or 
other equivalent representatives. 

(v) Costs of insurance on the lives of 
officers, partners, proprietors, or em-
ployees are allowable only to the ex-
tent that the insurance represents ad-
ditional compensation (see 31.205–6). 

(3) The cost of insurance to protect 
the contractor against the costs of cor-
recting its own defects in materials 
and workmanship is unallowable. How-
ever, insurance costs to cover fortu-
itous or casualty losses resulting from 
defects in materials or workmanship 
are allowable as a normal business ex-
pense. 

(4) Premiums for retroactive or 
backdated insurance written to cover 
losses that have occurred and are 
known are unallowable. 

(5) The Government is obligated to 
indemnify the contractor only to the 
extent authorized by law, as expressly 

provided for in the contract, except as 
provided in paragraph (d)(3) of this sub-
section. 

(6) Late premium payment charges 
related to employee deferred com-
pensation plan insurance incurred pur-
suant to section 4007 (29 U.S.C. 1307) or 
section 4023 (29 U.S.C. 1323) of the Em-
ployee Retirement Income Security 
Act of 1974 are unallowable. 

[68 FR 69256, Dec. 11, 2003]

31.205–20 Interest and other financial 
costs. 

Interest on borrowings (however rep-
resented), bond discounts, costs of fi-
nancing and refinancing capital (net 
worth plus long-term liabilities), legal 
and professional fees paid in connec-
tion with preparing prospectuses, and 
costs of preparing and issuing stock 
rights are unallowable (but see 31.205–
28). However, interest assessed by State 
or local taxing authorities under the 
conditions specified in 31.205–41(a)(3) is 
allowable. 

[64 FR 51844, Sept. 24, 1999]

31.205–21 Labor relations costs. 
Costs incurred in maintaining satis-

factory relations between the con-
tractor and its employees, including 
costs of shop stewards, labor manage-
ment committees, employee publica-
tions, and other related activities, are 
allowable. 

[48 FR 42301, Sept. 19, 1983, as amended at 65 
FR 80265, Dec. 20, 2000; 66 FR 66990, Dec. 27, 
2001]

31.205–22 Lobbying and political activ-
ity costs. 

(a) Costs associated with the fol-
lowing activities are unallowable: 

(1) Attempts to influence the out-
comes of any Federal, State, or local 
election, referendum, initiative, or 
similar procedure, through in kind or 
cash contributions, endorsements, pub-
licity, or similar activities; 

(2) Establishing, administering, con-
tributing to, or paying the expenses of 
a political party, campaign, political 
action committee, or other organiza-
tion established for the purpose of in-
fluencing the outcomes of elections; 

(3) Any attempt to influence (i) the 
introduction of Federal, state, or local
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legislation, or (ii) the enactment or 
modification of any pending Federal, 
state, or local legislation through com-
munication with any member or em-
ployee of the Congress or state legisla-
ture (including efforts to influence 
state or local officials to engage in 
similar lobbying activity), or with any 
government official or employee in 
connection with a decision to sign or 
veto enrolled legislation; 

(4) Any attempt to influence (i) the 
introduction of Federal, state, or local 
legislation, or (ii) the enactment or 
modification of any pending Federal, 
state, or local legislation by preparing, 
distributing or using publicity or prop-
aganda, or by urging members of the 
general public or any segment thereof 
to contribute to or participate in any 
mass demonstration, march, rally, fund 
raising drive, lobbying campaign or 
letter writing or telephone campaign; 

(5) Legislative liaison activities, in-
cluding attendance at legislative ses-
sions or committee hearings, gathering 
information regarding legislation, and 
analyzing the effect of legislation, 
when such activities are carried on in 
support of or in knowing preparation 
for an effort to engage in unallowable 
activities; or 

(6) Costs incurred in attempting to 
improperly influence (see 3.401), either 
directly or indirectly, an employee or 
officer of the Executive branch of the 
Federal Government to give consider-
ation to or act regarding a regulatory 
or contract matter. 

(b) The following activities are ex-
cepted from the coverage of (a) above: 

(1) Providing a technical and factual 
presentation of information on a topic 
directly related to the performance of 
a contract through hearing testimony, 
statements or letters to the Congress 
or a state legislature, or subdivision, 
member, or cognizant staff member 
thereof, in response to a documented 
request (including a Congressional 
Record notice requesting testimony or 
statements for the record at a regu-
larly scheduled hearing) made by the 
recipient member, legislative body or 
subdivision, or a cognizant staff mem-
ber thereof; provided such information 
is readily obtainable and can be readily 
put in deliverable form; and further 
provided that costs under this section 

for transportation, lodging or meals 
are unallowable unless incurred for the 
purpose of offering testimony at a reg-
ularly scheduled Congressional hearing 
pursuant to a written request for such 
presentation made by the Chairman or 
Ranking Minority Member of the Com-
mittee or Subcommittee conducting 
such hearing. 

(2) Any lobbying made unallowable 
by paragraph (a)(3) of this subsection 
to influence state or local legislation 
in order to directly reduce contract 
cost, or to avoid material impairment 
of the contractor’s authority to per-
form the contract. 

(3) Any activity specifically author-
ized by statute to be undertaken with 
funds from the contract. 

(c) When a contractor seeks reim-
bursement for indirect costs, total lob-
bying costs shall be separately identi-
fied in the indirect cost rate proposal, 
and thereafter treated as other unal-
lowable activity costs. 

(d) Contractors shall maintain ade-
quate records to demonstrate that the 
certification of costs as being allow-
able or unallowable (see 42.703–2) pursu-
ant to this subsection complies with 
the requirements of this subsection. 

(e) Existing procedures should be uti-
lized to resolve in advance any signifi-
cant questions or disagreements con-
cerning the interpretation or applica-
tion of this subsection. 

[49 FR 18278, Apr. 27, 1984, as amended at 51 
FR 12301, Apr. 9, 1986; 52 FR 19804, May 27, 
1987; 60 FR 42660, Aug. 16, 1995; 61 FR 31657, 
June 20, 1996; 61 FR 67425, Dec. 20, 1996; 62 FR 
237, Jan. 2, 1997]

31.205–23 Losses on other contracts. 
An excess of costs over income under 

any other contract (including the con-
tractor’s contributed portion under 
cost-sharing contracts) is unallowable.

31.205–24 [Reserved]

31.205–25 Manufacturing and produc-
tion engineering costs. 

(a) The costs of manufacturing and 
production engineering effort as de-
scribed in (1) through (4) below are all 
allowable: 

(1) Developing and deploying new or 
improved materials, systems, proc-
esses, methods, equipment, tools and

VerDate jul<14>2003 11:19 Nov 03, 2004 Jkt 203198 PO 00000 Frm 00606 Fmt 8010 Sfmt 8010 Y:\SGML\203198T.XXX 203198T


